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| 
"Scarcely a week passes without Gov. Gavin Newsom announcing some new program or expansion of an 
existing program, such as extending health coverage to more undocumented immigrants, increasing 


slots for pre-kindergarten care and educstion, and moving mentally ill homeless people into treatment 
and housing.” | 
| 
Columnist Dan Walters! 


There have been episodes in California budget history in which an atmosphere of fiscal crisis dominated 
the state political scene.? In times past, there were periods in which the governor and legislature 
couldn't agree on a budget, leading to a crisis in which programs weren 't funded until — sometimes after 
weeks into the new fiscal year — an accord was reached. There were episodes in which s severe budget 
cuts were threatened or imposed. Not surprisingly, these events were generally associated with periods 
in which the state economy was struggling. And, given the crisis and stalemate, public interest and 


concern about the state budget was intense. How much do we tax and spend? What kinds of results are 
we getting from those monies? | | 


Apart from economic recessions, political developments could also trigger budget crises, Perhaps the 
most dramatic episode occurred in the late 1970s, generally a period of economic expansion, but also 
the era of the "taxpayer revolt." In that episode, voters used the initiative process to cut local property 
taxes drastically — Proposition 13 of 1978 — thus requiring the stateito jump in and begin draining its 


resources to bail out local governments and services. | | 


In the current period, divisive politics have dominated the scene, nationally and in many ways locally. 
The fisca! cycle that produced the 2022-23 state budget started out with an unsuccessful attempt to 
recall Governor Gavin Newsom. As the fiscal year progressed, San Francisco voters recalled members of 
their local school board and — soon thereafter — their district attorney. A (second) attempt to recall the 
Los Angeles County district attorney is underway at this writing. There i is an penu of anger at 


incumbent office holders. | 


California has split sharply into "blue" (Democratic-liberal) areas and "red" (Republican-conservative) 
regions, with the former dominating at the state level. Budgeting is effectively in the hands of 
Democrats alone; Republicans have no statewide office holders, and Democrats have a supermajority in 
the state legislature. As a result, political controversies tend to focus on local matters such as crime, 
homelessness, and lack of affordable housing. These issues are reflected in the state budget but are 
often not discussed in that context. 


In this chapter, we look at the processes and the developments that led to the enactment of the 
California state budget for fiscal 2022-23, the fiscal year beginning July 1, 2022. We look at budget 
terminology, methodology, and stages of evolution from initial proposal to the signoff by the governor. 
And we note that unlike in periods of fiscal distress, the 2022-23 state budget — which i is in many ways a 
dramatic break from the past — has attracted little voter interest. 


‘Dan Walters, “Is state biting off more than it can chew?" CalMatters, April 3, 2022. Available at 
https://calmatters. org/commentary/2022/04/is-state-biting-off-more >-thah- it-can-chew/. 


“This chapter was completed in August 2022 and does not include information or developments thereafter, 
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Budgeting 101 | 
“Ever since | was a little child, | wanted to be an accountant." 


| 
| Never said by anyone 
| 
Basic budgeting at the state level is in essence similar to household accounting. So, let' s start with a 
simple example. You likely have a checking account from which you pay your ongoing expenses. Your 
income goes into that account, and your payments go out. Suppose at the beginning of the year, you 
had $1,000 in your account and at the end of the year you had, say, $1,200. Lots of'transactions — both 
in and out — occurred in the course of the year. But we can say that net over the year you ran a "surplus" 


of $200. Note that "surplus" is a flow concept. The surplus has a time dimension, in this case one year. 


If you started the year with $1,000 in your checking account and ended with, say, 9750, we could say 
that over the year you ran a "deficit" of $250. If you started with 51, 000 and ended with $1,000, we 
could say you had a “balanced” budget since outflows over the course of the year were matched with 
inflows. Note that even if your account is balanced over the year, it is unlikely that at every moment in 
time inflows exactly equaled outflows. The reason you maintain a positive balance in the account is to 
avoid a temporary situation in which your account falls below zero and becomes overdrawn. 


We could refer to the amount of money in your account at any polht in time as vail "reserves," i.e., the 
stock of money you had that was potentially available for spending, In the first example, reserves in your 
checking account at the beginning of the year were $1,000 and at the end of the year were $1,200. Note 
that there is simple relationship between stocks and flows: : | 
Reserves at the beginning of the year + surplus or deficit during the year = reserves at the end of the 
year. : | 

This simple terminology should be applied, but often isn’t applied, ito state and local accounting. For 
example, suppose in someone's subjective judgment, it was deemed sufficient to allow your checking 
account balance to fall as low as, say, $400. In sloppy and misleading terminology, It might be said that 
at the beginning of the year you had a surplus of $600 ($1,000 - $400). Someone might also project, as in 
the first example, that your reserves would rise to $1,200.by the end of the year. Ifso, they might even 
say that you had a surplus of'$800 ($1,200 - $800). 


Sadly, that kind of sloppy and subjective description of fiscal affairs often occurs in state and local 
budgeting. It certainly occurs in the case of the California state budget. Note that absent clear 
definitions, if | tel! you there is a surplus in the budget or a deficit in the budget without the clear 
separation of stocks and flows, you really have no clear idea of what the budgetary picture actually is, 


Similarly, if | say | am projecting a "balanced budget" without definitions, you have no idea what is being 
asserted. 


In actual practice, state and local governments - including California at the state level — refer to their 
equivalent of a checking account for ongoing purchases as the "General Fund." But there are myriad 
funds outside the General Fund that typically have some earmarked revenue source and some 
designated purpose. It's likely, for example, that you have never heard of the "Rail Accident Prevention 
Response Fund,” the "Illegal Drug Lab Cleanup Account,” or the “Ejim Promotion ahd Marketing Fund.” 


On the other hand, you may have a sense that when you buy gasoline for yóur ¢ car, some of the fuel tax 
you are paying goes to a special fund for transportation purposes such as road maintenance. 


Apart from these special purpose funds which the legislature or. Voters at some point in the past created, 
there are three savings accounts associated with the General Fund. Essentially, some revenue that 
would otherwise go into the General Fund is moved by formula into various constrained funds. So, there 
are reserves connected with the General Fund that are kept outside it. These reserve accounts are the 


Budget Stabilization Account (BSA) — sometimes called the "rainy day" fund, the Safety Net Account, and 
the Public School Account. i 

b. | 
There are various technical reasons why these savings funds were created and for the particular 
formulas determining how they are operated. But if you want to know how much the state has in its 
reserves for the General Fund, you have to sum up the four reserves. If you wart to know whether the 


state is in surplus or deficit over some period, you again need to sum up and combine the surpluses and 
deficits of the four funds. 


Actual Accounts 


California has a fiscal year that begins each July 1 and ends on the subsequent June 30, twelve months 
later. By state constitution mandate, the legislature must enact a budget by mid-June for the next fiscal 
year. The governor can in principle veto it or make adjustments through a line-item veto, or just sign the 
budget as enacted by the legislature without change. In the case of the budget for fiscal year 2022-23, 
Governor Newsom signed the budget as enacted without line- item vetoes. Table 1 shows the result. 
Let's apply our methodology to the budget he signed. | | 


Our General Fund (checking account) for 2022-23 begins with a reserve of about $22.5 billion and ends 
with only $7.8 billion, i.e., inflows are expected to exceed outflows to the tune of $14.7 billion. Note that 
the budget is a forecast of what is expected to happen. It is only after the fiscaliyear i is completed that 
we will know the actual totals. It is almost certain that the results will deviate from the original 
projection since the future cannot be precisely foretold. | | 
The enacted budget forecasts that the General Fund will show a deficit of $14. j billion ($22.5 billion - 
$7.8 billion). However, as noted earlier, there are three savings funds associated with the General Fund 
and we have to add them together with the General Fund to determine the total surplus or deficit. As 


Table 1 shows, when we sum them up, the deficit drops to about $9.5 billion. | 


Is it a Bad Thing for the state to run a projected deficit of that € Not necessarily. Note that 
starting total reserves are over $50 billion and — even with the projected deficit — they are projected to 


be over $40 billion by the end of the fiscal year. So, there is a substantial cushión projected to remain in 
reserve despite the deficit. 


Even if the economy were to fade during 2022-23 and produce less tax revenue than forecast, starting 


with a cushion as large as $50 billion would likely prevent any budget crisis from developing during the 
year. And, as we will see in the next section, there is actually a bigger fiscal cushion available than is 
shown on Table 1. Still, the state cannot run deficits forever just as you cannot go on forever drawing 


down your checking account balance. Eventually, you will have nothing left (which would be a crisis). 
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The Cash View 


California, in presenting and enacting its state budget, uses a methodology known 'as| “accrual” 
accounting. Essentially, under accrual accounting, stocks and flows are attributed to the period and 
dates to which they “belong.” For example, the state income taxes you pay relate to p specific year 
(typically a calendar year). But they are paid through withholding and filings that don’ t necessarily 
actually occur in that year. Under accrual accounting, tax revenue is attributed to the year in which it 
was due rather than when the payments were made. | 


There is nothing nefarious about accrual accounting in the abstract. It is widely used in corporate 

accounting because it gives a better idea of what performance actually wasina given period. However, 
like any accounting system, it can be manipulated. In the case of state accounting, accrual methodology 
is whatever the California legislature says it is. | | 


There is an alternative view — cash accounting — which just looks at cash inflows and outflows whenever 
they occur and without trying to line them up and connect them tọ particular periods from which they 
originate. The state controller looks after the state’s cash accounts from which civil servant salaries and 
other bills the state must pay for goods and services are distributed: In theory, it should be possible to 
reconcile the cash accounts with the accrual accounts, but the state|does not do it. ^ 


However, the controller's cash accounts are useful for illustrating the large cushion of reserves the state 

currently has accumulated. As noted in'the previous section, the state’ s General Fund contains a reserve 
at any point in time, and there are various savings accounts linked to the General Fund. But we have also 
noted that there are funds outside the General Fund — apart from the savings accounts — and these, too, 

have cash in them at any point in time. If necessary, because of seasonal flows in and out of the General 
Fund, the controller can borrow needed cash internally from these other funds. Of course, if too much is 
borrowed, and the outside funds become filled up with IOUs rather than cash, they won' t be able.to 


finance their designated missions. 


w 


In budget crisis years, the state — if it starts to run low on cash from internal sources - can borrow 
externally within a fiscal year from credit markets by issuing short- term securities Known as Revenue 
Anticipation Notes (RANs). And under rare circumstances, it can issue Revenue Anticipation Warrants 
(RAWs) which cross from one fiscal year to the next." In very rare circumstances = the last time was in 
2009 — if the state exhausts its cash and its internal and external borrowing capacity, it can make those 
individual and entities to which money is owned accept Registered Warrants, essentially lOUs. You 
might think that handing out IOUs instead of paying cash was a form of “bankruptcy.” But unlike local 


governments, states in the U.S. cannot formally declare bankruptcy in the legal sense of that word. 
| 3 


The state controller looks at all the cash available to pay bills from the General Fund, its associated 
savings accounts, and other funds outside the general fund. From that total, the controller subtracts any 
internal borrowing, and comes up with “Unused Borrowable Resources.” This sum is cash available for 
use in meeting immediate bills. Figure 1 shows Unused Borrowablé Resources month- -by-month for fiscal 


3There is also some discrepancy between the controller’s cash accounts and cash reported by the Department of 
Finance, a discrepancy which is officially attributed to gaps in timing of when the two agencies become aware of 
transactions. | 

4The actual administration of state borrowing through RANS and longer-term bonds is handled by the state 
treasurer. However, RAWS, in the’rare instances they are used, are administered by the controller. 


m 


years 2020-21 and 2021-22. Note that the latter year in every month had a larger total than the prior 
year, i.e., the cash cushion was rising. Note also that 2021-22 closed with Unused Borrowable Resources 
above $70 billion, roughly $20 billion more than the total reserves shown previdusly on Table 1. 


Moreover, Unused Borrowable Resources during fiscal year 2021-22, month-by:month, ran ahead of 
forecasts made at the beginning of that year, as shown on Figure 2. So, not only was there a lot of 
money in the state's till, there was also more than had been originally anticipated. 


California has accumulated that cash cushion in order to assure that projected state expenditures can be 
paid. Figure 3 shows the ratio of the cushion to disbursements. As can be seen, ithe cushion, when 
measured against disbursements, reached an historic high just before the pandemic with a ratio of over 
one third. The initial year of the pandemic, taxes were delayed ii in order to assist taxpayers, but 


expenditures related to the pandemic rose, pulling down the cushion. But by the end of fiscal year 2021- 
22, the ratio was almost back to its pre-pandemic peak. | | 


The effect of having a large cushion can be seen by noting in Figure 4 that real disbursements (i.e., 
disbursements adjusted for inflation) normally have fallen in recession years. They dropped when the 
dot-com boom of the late 1990s turned to a bust (and led to the recall of Governor Gray Davis). They 
dropped when the housing bubble burst and the Great Recession occurred. But they were largely 
sustained when the pandemic-related recession occurred due to, a combination of greater-than- 
expected revenues and to federal supports. And with the initial uncertainty due to the pandemic at least 
mainly resolved, real spending took a big jump in fiscal year 2021- 22 as part of Governor Newsom’s 
expansive agenda of new and enlarged programs. 


Now that we have a basic understanding of state budgeting and budgetary history, let's examine what 
occurred during fiscal 2021-22 as the budget for 2022-23 was being formulated. 


Summer 2021: Focusing on the Recall 


"The Republicans seeking to remove Gavin Newsom from office say the Democrats control, and have 
ruined, California. Democrats reply that Republicans are determined to seize control of California, so they 
can transform it into a Trumpian nightmare... These pro- and anti-recall messages fundamentally 
mislead... Our state today is governed both by living Democrats and dead Republicans... The recall is a 
tool of our system of direct democracy, first advanced by Republican governor Hiram Johnson in 1911, 
and used aggressively ever since by the GOP.” 


Columnist Joe Mathews? 


Although the budget for fiscal year 2020-21 was initially expected to be in crisis thanks to the pandemic 
recession that began in March 2020, actual budgetary results in terms of revenues were surprisingly 
robust, setting the stage for a surprisingly expansionary budget for 2021-22. But the big news over the 


summer of 2021 had little to do with the budget, although the! budget is arguably the most important 


"joe Mathews, "Modern California should stop operating by outdated rules,” Orange County Register, August 20, 


2021. Available at https;//www,ocregister.com/2021/08/20/moderr]-california-should-stop-operating-by- 
outdated-rules/. 
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piece of legislation the state adopts. Th ews of that period was the gubernatorial recall, with the 
election set to take place on September 14, 2021." | 


The recall was begun by a group of political gadflies who might 
never have succeeded in obtaining sufficient signatures had it not 
been for a court decisión allowing additional time for signature 
gathering. And that court decision might not have occurred, or 
might have been reversed, if the governor — or the Democratic 
Party more generally — had challenged it effectively. But for 
whatever reasons, there was no challenge. Once it became 
apparent that the recall was likely to take place, the governor at 
first either ignored it or discussed it only when pushed by 
reporters.’ Or he referred to the recall only inferentially.* 


Still, given the fact that former Governor Gray Davis had been 
successfully recalled ini2003 and replaced by movie actor Arnold 
Schwarzenegger, pretending the recall didn't exist was not a 
sustainable strategy. By May 2021, Newsom had developed the 
Yi two key themes of his recall campaign.;First, the recall effort was 
Pro-recall yard sign characterized as a Republican scheme.? Second, the economy 
was depicted as "roaring back" under the Newsom 
administration after the pandemic-induced recession, in part because of the campaign to make 
vaccinations available allowed a reopening of economic activity.” At the same time, Newsom made it 


clear to state Democratic politicians that he didn't want any of them to offer themselves as candidates 
in the recall. 


To understand the Newsom strategy, note that a recall election has two questions. The first is a yes-no 
question on whether the governor should be recalled. The second is to choose from a menu of names of 
candidates to replace the governor IF "yes" on the first question receives a majority. Voters can choose 
to vote on both questions or choose to vote on either one of the two. | 


“The background of the recall is included in the budget chapter for 2021-22: Daniel J.B. Mitchell, “Like Nothing 
Anyone Could Recall: Evolution of the California Budget for 2021-22.” California Policy Options 2022. Available at 
https://archive,org/details/ca-budget-2021-22. , 

"For example, the governor denied that a relaxation of pandemic rules was due to the recall in answer to a 
reporter's question on January 25, 2021: https://www.youtube.com/watch?v-jOFySditi A. Or, in replying to an 
interviewer's question, he said that the recall was motivated by pre-pandemic issues such as immigration and 
diversity: https://www.youtube.com/watch?v=PxP9fDPpzrA, In response to a news conference question, he 
attributed the recall to extremists, although he said others signed the petition out of frustration with the 
pandemic's impact: https;//www.youtube.com/watch?vzgwx6pemY1aw. 

*For example, the governor said he would not be distracted by "partisan political —— without specifically 
naming the recall on March 9, 2021: https://www.youtube.com/watch?v-wuGeTNtSKkWg. 

Litigation to block Newsom from making the argument that the recall was a Republican effort predictably failed. 
Courts give wide latitude to political discourse in election campaigns. 

1?See Newsom's comments on May 24, 2021: https://www.youtube.com/watch?v- i0G250yF- ATU, 

ttin the 2003 Davis recall, the Democratic lieutenant governor (Cruz Bustamante) became a candidate. His 
candidacy may have allowed some Democratic voters who didn’t like Davis to vote ol on the first question 
because they had a notable'Democrat as an alternative. 


Even if a voter'selects "no" on the first 
question, the second question is available. 
But by shooing known Democrats off the 
menu of the second question, Newsom 
effectively reinforced the idea that the 
entire recall was a Republican plot to 
achieve what the GOP could not achieve in 
a normal election.?? Voting “yes” was 
equated with endorsing President Trump.? 


Given that the recall election was turned 
into a partial repeat of the 2020 presidential 
election, the demographics of the 2020 
California voters are instructive. It is 
important to note that because non-citizens 

"s are not eligible to vote and because those 

under 18 are also ineligible, the voter 

profile in California — as opposed to the general state population -- skews toward older Whites, who 
made up a slim majority of voters in 2020, as shown on Figure 5. 


Hispanics and, to a lesser extent Asians, are 
underrepresented when voters are 
compared to the full population. Despite 
the fact that nationally White non-Hispanic 
voters were more likely to favor Trump 
than other groups, we know that in the end 
California voted overwhelmingly for Biden. 
And, in fact, exit polling in California 
suggested that Biden was narrowly favored 
by White non-Hispanics.!^ So, once the 
2021 recall was turned into a repeat of the 
2020 Trump/Republican popularity 
contest, it is not surprising that the recall 
vote would end as other recent California elections have, i.e., a strong implicit vote for Newsom. 


Screenshot from Newsom TV ad against recall 


"4f the governor is recalled, the candidate who replaces him could have received fewer votes than the governor. 
Suppose "no" received 49% of the vote and the top replacement candidate received less than 49%. It could be 
argued that it is unfair under that circumstance to replace the governor. There was in fact unsuccessful litigation 
on those grounds to halt the recall election. 

"President Biden — in his endorsement of Newsom (see below in the text} — 
leading a d running for governor [in the recali] is the closest thin 
your state." Source: Dan Merica, "Biden links Elder to Trump on eve cf Ca 
Available at https://www.cnn.com/2021/09/13/politics/newsom-hiden 


See CNN data at https://www.cnn. com/election/2020/exit-po 
https://www.cnn.com/election/2020/exit-polls/president/natioss 


litornia voters that "the 
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Table 2 summarizes the outcome of the recali election. Note first that on the first question, "no" 
received over 61 percent of the vote, thus making the results of the second question irrelevant. The 6- 
to-4 victory for Newsom was in line with his margin in the 2018 election over Republican John Cox. It 
was also in line with Democratic Governor Jerry Brown's margins in the 2014 election over Republican 
Neel Kashkari. 


Thus, it appears that Newsom was successful in making the eléction a Democrat- -Versus- 
Republican/Trump contest. Fears that Democrats would not turn out for the recall turned out to be 
unwarranted. Big name national Democrats — up to and including President Biden and former President 
Obama — urged a "no" vote on the recall.’ 


Of all the voters who participated in the recall, 99.6 percent chose to answer the first question. In 
contrast, only a little over 57 percent of voters who participated i in the recall chose among the 
candidates offered in the second question. Table 2 also shows the results of the (irrelevant, as it turned 
out) second question. Two Democrats appear on the table, but neither were professional politicians. 
Kevin Paffrath — generally characterized as YouTube influencer — got about a tenth of the votes on the 
second question, arguing for such things as a pipeline to bring rainy Midwest water to drought-stricken 
California. Brandon Ross, another designated Democrat, had little more than à website as a campaign 
and got around five percent by virtue of party affiliation. 


The "big" vote getter in the second question was conservative radio host Larry Elder who put out several 


video ads and got over 48 percent of the question-2 vote. 16 But note with only a little more than 57 


percent of voters in the recall deciding to chodse among the candidates via question 2, all the totals 
shown on Table 2 should be reduced by multiplying by them by 0.57, Thus, no recall candidate — 
including Elder - showed any potential for beating Newsom in 2022 when he would be running for 
reelection in a normal contest. 


Perhaps with that lesson in mind, none of them chose to runi in the June 2022 gubernatorial primary.” 
Some may have run in the recall in order to get publicity for commercial reasóns or to enhance their 
standing in future local campaigns. There was some question after the recall as to whether any 


‘5Erom the left wing of the Democratic Party, there were Bus by Senators Elizabeth Warren and Bernie Sanders. 
(Sanders is technically an independent but caucuses with the Democrats in the U.S, Senate.) 

16A collection of video ads for various candidates can be found at https://archive.org/details/jenner-recall-5-4-21. 
Candidate Larry Elder put out a number of these ads. It was unclear initially whether he had properly completed 
the paperwork to be on the ballot, but he ultimately succeeded in getting his name iheluded., Early on, the fact that 
transgender celebrity Caitlyn Jenner was running created predictable media attention, but few actual votes. After 
the initial buzz, her campaign fizzled and was reported to be in debt. Actress Jane Fohda apparently considered 
running but apparently dropped the idea after some polling and consultations. Debates among some of the 
candidates can be seen at https://archive.org/details/vaccine-lottery-prize-7-1-21 iCA+RECALL+DEBATE+8-4- 4- 
21.mp4 and https://archive.org/details/vaccine-lottery-prize-/-1- ok {cal ffornksmnqvernorsdebateatl 19-2021. 
17The Public Policy Institute of California (PPIC) poll for September 2021 was pretty accurate in predicting the 
outcome. See https: f icati ic-statewide-survey-californians-and-their-government- 
september-2021/, So, uem was the UC-Berkeley IGS Poll: https://escholarship.org/uc/item/1g8696rv. 

18Shortly after the recall election, the UC-Berkeley IGS Poll indicated that Newsom would be way ahead in the 
regular 2022 election against several of the Republican candidates! who ran in the recall, were they to choose to 
run in the June 2020 primary. See https://escholarship. org/uc/itern/8s37k0kO. 

I For example, Republican State Assemblymember Kevin Kiley later became a candidate for a congressional seat in 
the 2022 elections and recéived an endorsement from former President Donald Trump. 
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professional Republican officeholder would want to run in the regular 2022 gubernatorial contest, given 
the showing of Newsom in the recall. However, in February 2022, Republican State Senator Brian Dahle 
entered the nonpartisan top-2 primary. | 


; | 

The fact that it was clear Newsom would have no opposition from significant Democrats in 2022 did 
more or less assure that the ultimate second place finisher (who would then go ón to the November 
2022 general election) would be a Republican.2° Nonetheless, running in the primary can be a route to 


obtaining publicity for individuals even while losing, just as it may have been the motivation for some of 
the recall candidates.?! 


As noted, the budget for 2021-22 that was in progress and then was enacted in the midst of the recall 
was not itself much mentioned in the recall. Newsom's TV ads which carried the "roaring-back" theme 
touted some of the monies that were going for things voters liked. He could announce enlargements of 
the Cal Grant program for California college students and expansion of health care coverage. But his 
opponents did not overtly want to oppose such things. Instead, they either called generally for tax cuts 
or pointed to problems such as crime, homeless encampments, ‘and school closings and asserted they 
would do better in solving them. But in many respects, voters tended to see such issues as local, i.e., the 
kind of things that mayors, city council members, and school pactds should be fixing. 


Still, there were points of possible vulnerability for Newsom. There was some dien that there might 
be electricity blackouts during the summer — such blackouts were a background factor i in the 2003 Davis 
recall - and the governor offered incentive payments for energy conservation.? Crime might be a local 
matter, but a burglary at a PlumpJack liquor store — the company founded by Newsom - served to 
emphasize the issue.” The governor had to pull his children out of a summer camp which was 
discovered not to be following state masking guidelines. Perhaps predictably in contemporary political 
campaigns, a last-minute allegation was made that Newsom's wife, Jennifer Siebel Newsom, sought to 
convey a bribe in the Harvey Weinstein sexual assault scandal, an allegation which she totally denied.?* 


There were continuing Issues with state programs that were not performing at expected standards. 
These deficiencies were concerns for which Governor Newsomidid have some tesponsibility. Problems 
persisted at the Employment Development Department (EDD) Which had paid out fraudulent. 
unemployment payments estimated at $20 billion. EDD — at the same time — was slow in processing 
legitimate claims of unemployed Californians. Payments offering rent relief to eligible individuals were | 
also delayed. Persons expecting rebates for purchasing electric cars encountered long delays in 

' processing and payment, although encouragement of electric cars was a Newsom objective. 


?'Unlike nonpartisan primaries at the local level, even if one candidate in the primary gets a majority, the top two 
candidates proceed to the general election. 

21Michael Shellenberger, an independent (no party preference) — who argues adire environmental 
alarmism, ran in the primary and received about four percent of the Vote (third place) and some fleeting publicity. 
??There were some brief blackouts in summer 2020, and some arguments about the state moving too fast into 
renewable power, given variability in sunshine and wind conditions. : 

23Former California U.S. Senator Barbara Boxer, age 80, was assaulted and robbed in Oakland i in another high- 
profile crime during the summer of 2021. 

?Meghan Roos, “Rose McGowan Alleges Gavin Newsom's Wife Tried to Bribe Her Before Harvey Weinstein 


Scandal Broke," Newsweek, September 10, 2021. Available at https://www.newsweek,com/rose-mcgowan- -alleges- 
newsoms-wife-tried-bribe-her-before-harvey-weinstein-scandal-broke-1628021. 
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There was evidence of fraud in obtaining financial aid for community college attendance. And:there 
continued to be disagreement over what should be done with the high-speed rail line that was under 
construction. Legal battles over mandates that public employees in various categories be vaccinated 
continued, although court challenges to the governor's COVID-related emergency powers were largely 
unsuccessful. COVID cases ticked up in the summer of 2021, although — as Figure 6 shows — not at a level 
comparable to the initial surge in 2020. Had the surge that later occurred in December 2021 and into 
early January happened earlier, perhaps the outcome of the recall might have been affected. 


In the end, although the state faced significant economic and social challenges, the recall ended up — as 
noted — largely being a vote on Trump/Republicans vs. the incumbent leadership of the state. Trump 
himself declared before the recall election that it was "probably rigged.”** The September 2021 election 
ended up being a sharp contrast with the Davis recall of 2003 when the focus then was the budget crisis 
and the failure of the state to deliver a regulatory mechanism that could avoid electricity blackouts. In 
the 2021 recall, the state budget simply was not an issue. And there were no widespread blackouts. 


The Post-Recall Period | 


; | 
"I think voters made the right decision. It's better to stay with someone who you know what they're 


going to do, rather than someone who comes in wacky and is changing everything around." 


Former Governor Arnold Schwarzenegger? 


. One effect that the recall had was to delay decisions on sensitive matters. Thus, although Democrats in 


the legislature were concerned with the EDD's fraud and payment-delay problems, hearings on the EDD 
were deferred until after the recall. The legislature passed bills that overrode local zoning laws, bills 
which homeowners generally disliked, but the governor didn't have to sign or véto them until after the 


recall election. He later signed them, sparking a campaign to put something on the ballot that would 
repeal the state's override of local zoning.’ 


Newsom might have imposed mandatory water use restrictions — never popular — during the recall 

period to deal with the ongoing drought. But he relied instead on voluntary conservation efforts which 
seemed to have had only a modest effect. In October after the recall, however, he declared a drought 
emergency. Newsom vetoed a bill which would have aided the United Farm Workers (UFW) union but 


only after the recall election.?* But he also signed popular bills such as spending on climate change and 
wildfire prevention.?? 


^ Eric Ting, “Trump, without evidence, already claiming Gavin Newsom recall election is 'rigged,"" SFGATE, 
September 8, 2021. Available at https://www.sfgate.com/gavin-newsom-recall/article/Trum p-recall-voter-fraud- 
rigged-Newsom-ballot-mail-16442942. php. | 

Quoted in Jordan Williams, “Schwarzenegger says Californians ae the right decisioi not to recall Newsom,” 
Politico, September 16, 2021. ! 

27An initiative was filed that would have banned the state from overriding local zoning, but sufficient signatures 
were not obtained to put it on the 2022 ballot. Proponents indicated they would try again for 2024, 

??The UFW staged a march in protest to the super-expensive French Laundry restaurantiwhere Newsom had dined 
in seeming contradiction to COVID guidelines. 
°Newsom vetoed a bill that would have made it more difficult to gather signatures for initiatives, referendums, 
and recalls through paid signature gathering firms. The bill would have banned per-signature piece rate; payments 
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Even after the recall, the governor seemed reluctant to mandate i in-person school reopenings and 
instead left that decision largely to local control. In larger school districts in particular, teacher union 
constraints were a major element in limiting reopenings and in defining exactly what kind of instruction 
a reopened school would provide. Eventually, with prodding from President Biden over the need to keep 
schools open, a deal with the California Teachers Union was reached in late December 2021. But by that 


time, as Figure 6 shows, there was a major surge in cases due to new variants of the original virus, anda 
state mask mandate was imposed. 


| | 
There appeared to be a major loss in student enrollment as a result of Zoom schooling, particularly in 


some big districts such as Los Angeles and San Francisco. In the latter district, several school board 
members were eventually recalled — in part due to slow reopening and in part due to a variety of other 
local issues.?? However, falling enrollment posed a potential future budgetary problem for school 
districts since their funding from the state normally depends oh average daily enrollment, 


As for the recall itself, the California secretary of state estimet that the cost of administering the 
election was around $200 million.*! That estimate does not include costs incurred by the various 
replacement candidates and by the governor. Càndidate John Cox reportedly spent $36.80 for each vote 
he obtained.?? As might be expected, after having experienced a highly- publicized recall that ultimately 
did not remove the governor, voters were reportedly in favor df recall election reforms.?? But no 
changes have been made at this writing to the recall procedures: 


The Budget Cycle for 2022-23 Begins 


“With major new investments to tackle the greatest threats to our state’s future, the California Blueprint 
provides a model for the entire country of how we can continue providing short-term relief while 


investing in longer-term solutions that will benefit workers, businesses and families for years to come." 


| 
Governor Gavin Newsom™ 


for commercial signature gatherers. (They could be paid by the hour but absent a inni rate it is doubtful that they 

would expend much effort in getting signatures.) 

??The school board spent substantial time debating about school namings and about the fate of a Depression- era 

mural which the board appeared to misunderstand, rather than focusing on school redpenings. There was also a 

question of admission standards for a special high school and anti- Asian statements by one board member. 

?!John Myers, "California recall election cost $200 million, top elections official says," Los Angeles Times, February 

3, 2022. Available at https://www.latimes.com/california/stor i i 

million-dollars. | 

**Dustin Gardiner, "Here's how much California's recall candidates spent per vote,” San Francisco Chronicle, 

February 3, 2022. Available at https://www.sfchronicle.com/politics/article/Here-s-how-much-California-s-recall- 
16829480.php. | | 

*3Mark Baldassare, “Testimony: Californians’ Views of Recall Reforms and the 2022 Election,” Public Policy Institute 

of California, February 1, 2022. Available at https://www. ic.org/blog/testimony-californians-views-on-recall- 

reforms-and-the-2022-election/. 

?^News release, January 10, 2022. Available at https://www.gov 

california-bluepri 


.Ca.gov/2022/01/10/governor- newsomreleases: 
int-to-take-on-the-states-greatest-existential-threats-and-build-on-historic-progress/, 
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Although the governor is required by the state constitution to send a budget proposal to the legislature 

in early January, there are practices that have grown up around that requirement, Typically, in mid- 

November before the January proposal, the Legislative Analyst’s Offic e (LAO) prepares a budget outlook 

publication. The analysis by LAO is sometimes 
illi ad QUE a a he TRI described asa "workload budget.” It is an 

: ^ BEGEERR Inns estimate of the revenue inflows and spending 


ip Ax outflows that would occur if there were no 


CALIFORNIA'S EXISTENTIAL THREATS. changes in policy. | 


1 

53, Fighting COVID with Science In. 
11.2; Combating the Climate Crisis: '...: ] | i 
A A eee estimates based on any proposals that 


In contrast, the governor’s budget will contain 


j^ Tenkling the Cost e HVIng wA governor has for changing tax laws, for new 


programs, and for cuts in existing programs. 


The governor’ s budget may also differ from the 
LAO extirmsteis if there are differences in the 
economic outlook as seen by the LAO and the 
Governor's Department of Finance and on how these differences will affect revenues and spending. 
Governors generally hold a news conference to unveil their budgets, although it is not unusual for 


elements of the proposal to be leaked beforehand, perhaps to gauge legislative and public reaction. 
i | D 


Governor Presents the BAe Jani 10, 2022 | 


Governor Newsom's budget unveilings from the start of his administration have differed substantially 
from those of his predecessors. The previous governor, Jerry Brown, would generally appear with a few 
cardboard graphics on an easel, talk about the budget in broad terms, and take reporters’ questions for 


perhaps 25-30 minutes. He would then turn the podium over to his budget director for detailed 


| | 
questions. | | 


Newsom, in contrast, appears with fancy electronic slides, and goes through the budget! in great detail 
without notes. His January 2022 budget presentation, including questions and answers, ran on. for two 
hours and fifty minutes! In essence, he memorizes the budget and presents it from memory, a tour de 
force that no other governors have matched (or would necessarily have wanted to match).?? 


A Look at the Numbers | i 
Table 3 compares the LAO (November 2021) workload budget with the —Ü s January 2022 budget 
proposal for fiscal year 2022-23. Note that both budgets are forecasts of a fiscal year that would not 
start until July 1, 2022 and would end on June 30, 2023. So, both are forecasts oyer a roughly year and a 
half period. Many things can happen over a period of that length including non- economic events such as 
the Russia-Ukraine War (which didn't start until late February 2022). The course! lof the pandemic was an 
added source of uncertainty. 


Note that the COVID Omicron-variant surge (Figure 6) did not start until after the LAO projections 
appeared. Although that surge ended in February, a new surge began in April. Both surges seemed to be 
| 


| 

35The tendency of Governor to make lengthy presentations of the burga and other matters ( (such as COVID 
statistics) from memory is sometimes attributed to a coping mechanism stemming from his childhood dyslexia. The 
January 2022 budget presentation can be seen at https.//archive.org/details/covid-tests-arrivin -for-schools-1-4- 
2022-short/newsom+1-10-22+budget.mp4. | | 
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trending toward more infectiousness but less severe health outcomes. But it remained unclear whether 
some new variant might emerge that was both more infectious and more harmful. 


In broad terms, the LAO and the governor were in the same ballpark in terms of starting reserves. The 
LAO was somewhat more bullish on the revenues that would come in during 2022-23. The governor 
proposed additional spending beyond what the workload budget suggested. Although the LAO doesn't 
include the Public School Reserve in its workload estimates, Table 3 indicates that with no policy 
changes, the state would have run a modest surplus. But with the governor's expenditure increases, the 
state would run a deficit. The "swing" between the LAO surplus and the governor's deficit is roughly $25 
billion, reflective of the governor's various spending objectives. 

Loose Language i | 
When the governor released his budget proposal in January, he talked about a $45.7 billion “surplus.” 
And when the LAO reviewed his proposal, it asserted that the “surplus” was in fact only $29 billion.” 
News accounts simply reported these numbers without providing any definitions or questions. The fact 
is — as we have discussed earlier — neither figuré&'provides useful information other than the vague idea 
that the state has a lot of money on hand. Neither corresponds with the simple flow estimates shown on 


Table 3. Both in the end are someone's estimate of what can be prudently spent on new programs or 
program expansions. E 


January Omissions: Single-Payer Health Insurance 


Of course, how much should be spent and what is prudent willl vary with the observer. One of the big 
political issues that arose after the budget presentation in January was the lack of a budgetary move 
toward a "single-payer" health insurance system. The "single- payer" phrase is vague; there are various 
versions of single-payer found around the world. But the broad idea is that the; government would 


create an insurance program for everyone that would replace private insurance and existing : 
government programs. 


Costing out such a system is complicated but will always produce huge numbers because the revenue 
required, and the payments made, are the entire health bill of the state. Often|forgotten is that the 
taxes that would have to be collected would substitute for private insurance premiums that then don't 
have to be paid. Similarly, the spending replaces spending by the various private and other insurers. Put 


another way, single payer takes already-existing inflows and outflows and puts them into the budget. It 
doesn’t necessarily make the flows bigger. | | 


| ! i 
Nonetheless, the existing patchwork system of employer- provided i insurance, ihdividually- purchased 
insurance, and government programs such as Medicare, Medi-Cal (Medicaid), and Veterans’ insurance, 


has been in effect for years.” A single program replacing these other programs would be different in 


WW ee i | 

?eThe governor's assertion is on page 1 of the official budget summaty available at | 
https://www.ebudget.ca.gov/2022-23/pdf/Budgetsummar y/FullBud E .pdf. The LAO's assertion is on 
page 1 of its official budget overview at https: ^ 
*’Single-payer is sometimes described as "Medicare for All.” Those suem using that label seem unaware that 
Medicare + government insurance for those over 65 and the disabled — is gradually being privatized through the 


encouragement of private "Medicare Advantage" plans provided by private insurers under contract with the 
federal government, 
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detail from any one of them. There are bound to be winners and losers among participants. And, of 
course, private insurers would be losers. 


So, the politics of creating such a system are immensely complex. It is difficult to assure voters that the 
new plan would be better than whatever plan they currently have, even if they are not especially 
enamored with their current plan. No state has successfully done it 


Governor Newsom - if pushed — will say that such a system is a long- term goal. But YA certainly didn't 
propose it in his budget for 2022-23, preferring instead to expand health coverage to the uninsured 
incrementally, using existing arrangements. An independent attempt to enact single-payer failed in the 
State Assembly in late January 2022. Not surprisingly, proponents of single-payer were greatly annoyed. 
January Omissions: Dealing With Gann | | 
Apart from the omission of single-payer, the January 2022 budgetiproposal omitted another element, 
dealing with the so-called “Gann Limit" on state revenue.?? The Gann Limit — formally the "State 
Appropriations Limit" (SAL) — caps allowable revenue based on inflation and population growth. It was 
enacted by voters in 1979 and subsequently modified in a later election. When revenues exceed.the 
limit for two consecutive years, the excess funds have to be split Between tax refuhds and school 


spending. 


The governor estimated in January that the Gann Limit had been hit but said he would propose a 
solution when he provided a modification of his budget in May, the "May Revise." Because of ballot-box 
budgeting by voters, there are earmarks of funding for schools based on revenues, Revenues above the 
Gann Limit can create an anomalous situation in which an extra dollar of revenue above the Limit ends 


up requiring refunds and school spending by more than a dollar. Thus, dealing with Gann is complicated. 


But in the short run, it incentivizes creation of various rebate programs which keep the state from 
hitting the Limit. 


Budget Evolution and the Forecasting Challenge 


Table 4 provides a look at the evolution of the 2022-23 budget. Note that the January 2022 version and 
all subsequent versions assume less revenue and less spending in nominal terms (and thus in real terms) 
than in 2021-22. There may'have been concerns that the economy, and thus the tàx base, would slow 
and, at the same time, expectations that some of the COVID-related spending might decrease assuming 
the pandemic abated. In fact, as Table 5 shows, estimates of the three major taxes — the personal 
income tax, the sales tax, and the corporate tax — that supply the general fund eugene over ve 
period from January until the 2022-23 budget was finally enacted? 


**Howard Jarvis and Paul Gann successfully promoted Proposition 13 of 1978, which drastically cut local property 
taxes, required supermajorities in the legislature for new taxes, and created other tax restrictions. Gann followed 
up in 1979 with Proposition 4 which capped revenues. When Prop 4 triggered rebates in the late 1980s, the public 
school establishment responded with Proposition 98, which created formulas protecting state spending on K-14 
education, A still later proposition modified the Gann Limit so that it did/not become an issue again until the peak 
of the dot-com boom. The dot-com bust, and the later Great Recession, | took it off the table. But by fiscal 2022-23 
it became an issue again. | 


*?The three major taxes supply about 95 percent of General Fund revenue. 


na rie 


The brightened assumptions developed despite the fact that in the half year from the initial proposal to 
actual enactment, the national economy had two consecutive quarters of negative real GDP growth — 
something usually considered a mark of recession. But economic data were contradictory. 
Unemployment remained very low, both nationally and at the state level. Repotts and complaints about 
labor shortages continued, | i 
Inflation rose during that same half year, as shown on Figure 7 for California, despite efforts by the 
Federal Reserve to raise interest rates and slow the economy down. New weekly claims for 
unemployment insurance in California remained at the levels seen during the pre-pandemic boom. In 
short, forecasting tax revenues for 2022-23 revenues was especially challenging. Would there:be a 
boom, a bust, or something in between? | 

Legislative Consideration i | 


| | 
Once the governor's January 2022 budget message was received, fiscal action switched to the legislative 


branch. Hearings began to be held. Some of the governor's proposals were rejected or went nowhere; 
for example, a gas tax "holiday" never happened. The LAO begins to crank out numerous analyses of 
specific items in the budget proposal’s many elements. In addition, information continued to arrive on 
revenues and expenditures for the current budget year. The fact that revenues Were running ahead of 


projections can suggest to legislators that there is room for expansion of existing programs and, 
perhaps, introduction of new ones. i 


During the recall election campaign, as noted, there was little 7 about budgeting. That public 
disinterest in budgetary matters continued into calendar 2022, isince no fiscal crisis was at hand. There 
continued to be conflict over pandemic masking in K-12 schools. The Ukraine War led to calls from the 
governor for divesting state pension funds from Russian assets, (Dealing with that issue was complicated 


by the fact that the market for such assets dried up due to the War.) 


There was controversy about the K-12 math curriculum and whether the proposals for math education 
were degrading standards for reasons of perceived equity. Introduction of ethnic studies into the K-12 
curriculum was another area of debate. The governor pushed for Hollywood movie- -makers to return 
filming to California from states that had passed anti-abortion and/or anti-gay laws. 


Crime and inflation (especially gas prices) remained issues. Homelessness and encampments as an issue 
continued to bubble and was often connected in the public mind with crime.*? The governor proposed 
CARE Courts which would make it easier to require treatment of mentally ill persons which — again — 
connected in the public mind with homeless individuals and with crime. Opinion polling indicated that 
public perceptions of K-12 education, the biggest item in the state budget, were becoming more 
negative, both as a long-term trend and, in the short-run, because of COVID.^* All of these issues had 


For example, at Union Station in Los Angeles, union- represented maintenance staff Ka due to.attacks 
from homeless individuals residing in the station. 

“See the UC-Berkeley IGS polls of February 24, 2022 and February a: 2022. Available át 
https://escholarship.org/uc/item/0669t7s7 and https://escholarship. uc/item/1gz0n3nx. See also the PPIC poll 


of April 2022. Available at https://www.ppic.org/publication/ppic- na apod -survey-californians-end-education- 
april-2022/. 
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some budgetary implications, either on the spending side, or the tax side, or both. But they were not 
discussed in that context, but more as social issues, ' | | 


Table 6 provides a look at public opinion at a time when the governor was preparing his May Revise 
budget and compares it to the 2010 gubernatorial election year when there was à major budget crisis 
and the impact of the aftermath of the Great Recession was severe, Jobs and the economy and the 
budget were top concerns. | 
Voters were not even asked about the budget in 2022 because there was no sense of any crisis. Taxes 
were included in both surveys (which were taken around the time income taxes had to be filed). In both, 
there were voter concerns about taxes, although it is unclear whether voters were differentiating state 
from federal taxes. There is some tendency for concern about taxes to be higher among higher-income 


persons (who are in higher tax brackets and pay the bulk of the state personal income tax).*? 


Housing affordability wasn't on the 2010 list of issues, but it was in 2022. In 2010, the Great Recession 
and the housing bust caused a fall in home prices. But by 2022, there had been another period of rapidly 
rising housing costs, although possibly a peak and even a decline had occurred i in some areas. It was 
estimated that the California population had fallen over two years and had increased only moderately 
since 2010. One consequence was the loss of a California congressional seat. Thete was a sense:that 


high house prices and rents were an important factor in the short-term populatioh loss and longer-term 
slow population growth.*? 


The May Revise 


| | 
“We're paving the California Way forward to prosperity and progress for all. With historic investments, 
we’re doubling down on our formula for success and making sure no one is left behind — supporting 


working families and businesses, tackling climate change, expanding health care access, making our 
communities safer and more..." 


Governor Gavin Newsom 


Shortly before the release of the May Revise budget proposal, Gdvernor Newsom released his first 

campaign ad for 2022, It depicted him walking among redwoods brid referring to the regeneration of 

plant life after wildfires as illustrative of “the California Way.” The ad closes with a voice-over saying 
“Gavin Newsom — courage through crisis." The implication was that whatever happens, Newsom would 


^'Tabulations by income for 2022 are available at https://escholarship. d ra/ucfitem/Sdhaz90s, Note that since 


respondents in the 2022 poll were given 15 concerns to consider amem n 12 in 2010, their choices of important 
issues tend to be more diluted and thus to have lower percentages. Federal tax cuts during the Trump era put a 
cap in tax deductions for such things as property taxes (the SALT cap), thus adversely affecting some taxpayers in 
states such as California with high property values. Attempts to reverse those provisions i Congress were 
unsuccessful, | 

“Although there was some exit from high housing cost areas during the pandemic as firms allowed working from 
home, most of the moving attributed to that change went to other areas of California, 

““May Revise news release, May 13, 2022. Available at htt zi www.gov.ca.gov/2022/05/13/governor-newsom- 
presents-300-7-billion-blueprint-paving-the-california-wa 


be a leader on whom to count (presumably, as during the pandemic challenge)” Republican opponent 
Dahle's ads focused on crime and the failure of Newsom’s California Way.^5 


The Process 


The governor, in another marathon 
M metro resentation (two hours and twelve 
tf << THE CALIFORNIA - H i ( 


Ë } E. nw i E s 
Me e BLUEPRINT minutes!), tickedioff programs in his May 


Revise budget proposal for inflation 


Kar — P e T y Ee 7 nagn NET fi iat 
REBUILDING CALIFORNIA. on relief (rebates), wildfires, climate 
Raya elie meee change, homelessness, water and 
«| $20 lor: Jendsry Proposal $- SEU electricity infrastructure, education, crime, 
Soh bd ita ham teer ine iad TRUE Hy expanded healthiinsurance coverage, etc. 
aí $56 Blore TK-16 infrastructuro =~ dr ; i 
d (mae TUM On the tax side, the most notable proposal 
jS E00 bom Detemed Malolinot o: li: San] was decreased taxes on legal marijuana to 
77 discourage a stifl+flourishing black 
Piesentation sim the May Revise, May 13, 2022 k i | 5 
market. 


But as in January, the governor proposes but the legislature considers. There isino actual budget until 
the legislature enacts a budget and the governor signs it, perhaps with some line-item vetoes. At the 
macro level, as seen on Table 4, both forecast revenues and projected expenditures rose relative to 
January 2022, but the net result was a reduced projected deficit for the 2022-23 year and larger total 
reserves, Of the big three state taxes that provide the bulk of the state's revenue, the added revenue, as 
shown on Table 5, came mainly from the corporate tax and the personal income tax. The optimistic tax 


forecast stemmed mainly from what was already showing up in revenues for 2021-22, also shown on 
Table 5. 


Enactment 


Because Democrats dominate the legislature, reconciling the May Revise with the legislature's proposal 
was largely done by the legislative leaders and the governor in closed door meetings. Eventually, a semi- 
final budget was enacted by the mid-June constitutional deadline and a more complete modified deal 
was reached with the governor in late June in time for the start of the 2022-23 fiscal year. What were 
termed gas tax refunds in the new budget were really based oh household income, not on actual 
gasoline usage or even on car ownership. 


Overall, the final enacted version looked much like the May Revise. Since it was the product of a deal 


with the Democratic legislative leaders, there were no line-item vetoes by the governor. As in past years, 


when the final budget was in place, unlike with the January and May proposals, there was no elaborate 


The Newsom ad can be seen at https://archive.org/details/newsom-5-1-22-ad-redwoods/Newsom+5-1-22+ad+- 
*tRedwoods.mp4. | 
^*Dahle ads can be seen at https://archive.org/details/newsom-5-1 
redwoods/Dahle+ad+How+wetcantwin. er a aa e 13-22.mp4; 

eem e e org/det as -5-1-22-ad- a om asa led+ust+5- 13- 22. T 
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presentation and no fanfare. Within a few days, a summary appeared quietly on the Department of 
Finance website. Shortly thereafter, a supplement with more details on each program also quietly 
appeared on the website. 


Into the New Fiscal Year | i 

“‘Cha-ching! You just received a deposit.’ Global inflation. Rising elisis It's hard out there and we know 
it. So, we're giving you $9.5 billion back. MILLIONS of Californians- 23 million to be exact - will benefit 
from up to $1,050, as soon as October!" 


News release announcing governor s signing of the 2022-23 budget? 


Unlike periods of budget crisis, except for the immediate period after the January and May budget 
proposals, there was little public attention given to the preparation of the state budget of 2022-23. 

More attention when the final budget was enacted was being Even to speculation as to whether 
Governor Newsom sees himself asa candidate for president, if not in 2024, then in 2028. Although he 
denied any such interest, the governor has engaged in such national attention-getting activities as 
running a TV ad in Florida denouncing that (red) state's governor i and posting on the Trumpian Truth 
Social media site.^? He also signed a treaty-like international agreement on climate issues with the prime 
minister of New Zealand, looking more like a head of state than amete governor.” 


Meanwhile, challenges that predate Newsom’s 2018 election to m e, persist. There are 
programs at the state and local level aimed at homelessness, butithe problem visibly continues. The high 
cost of housing and rents seems to be a factor in the estimated drop i in California's population and slow 
population growth before the drop. A shovel has yet to be turned on a major state water project that 
has been pushed in various forms by the last three governors s due to political gridlock. 


The state seems not to have reached a consensus on whether to be tough on crime or to try alternative 
reform measures. K-12 and community college enrollment has fallen and there seems to be some public 
disillusion with the schools. Drought conditions persist in the west, but so far there doesn't seem to be a 
taste for strong mandates or sharp water price increases to reduce usage. For every perceived problem, 
there is a program (or programs) with a fund allocation in the 2022-23 budget, but not necessarily an 
appetite for analysis as to whether the programs work. In short, the budget - with its large reserves and 


absence of crisis - allows public and political attention to WARE away from state fiscal policy. : 


The fact that there is one-party dominance at the state level tends to reduce the kind of political 
competition that can be healthy, and which characterized the period of rapid growth i in California from 
the end of World War II until the early 1990s. With the Republican Party tied to Trump i in ways:that 
alienate the median voter in California, that kind of competitioniseems unlikely to return to Sacramento 


“The news release of June 30, 2022 is available at https: LIwww. gov. ca.gov/2022/06/30/governor-newsom-signs- 


49The Florida video ad can be seen at https://archive.org/details/newsom-7-1-22- 


LÁ 


guns/NewsomsFlorida freedomtadt- -+Jyly+4th.mp4. The Truth Social post/video can be seen 


: details/newsom-7-1-22-guns/newsom+8-5-22+Truth+Social+video.mp4. 
5?The signing ceremony can be seen at https: 


. 22+Deal+ontclimatetwith+New+Zealand. mp4. 


in the foreseeable future. Hopes that the state’s nonpartisan top- -2 primary System would allow 
alternative competition from independent candidates have not been realized. ` 


The resulting political vacuum in California leaves direct democracy (ballot measures) to fill the void, as 
Table 7 illustrates. The November 2022 ballot will have only one item put there by the legislature for 
voters to consider: a proposition strengthening abortion rights which i is really a way of protesting the 
U.S. Supreme Court decision ending Roe v. Wade. Two competing propositions geal with gambling — 


both reflecting one interest groups - seem guaranteed to produce an expensive and confusing 
advertising campaign." | | 
Regulation of kidney dialysis centers is on the ballot — as it has been several times before — and is really 
part of a union organizing campaign in such centers. A tax earmarked for certain environmental and 
wildfire-related purposes — something the legislature could itself have enacted but didn't (perhaps for 
good reasons) — is on the ballot.” And finally, something the legislature did enact - a ban on flavored 


tobacco products that appeal to teens — is on the ballot pecausk an interest group didn’t like what the 
legislature did. | ‘ 


eM | 
ES 


There is nothing particularly desirable about having a'budget crisis of the type rm emerged from the 
Great Recession of 2008 or from the dot-com bust of 2001. But at least those crises drew public 
attention toward key elements of state fiscal policy. Overall, how much are we taxing and spending? Are 
we getting good results from that money? Absent such attention, the sense that California is adrift with 
more programs than solutions is likely to continue. | | | 
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Table 1: Budget Enacted for FY 2022-23 


Estimate 

as of 

July 

S millions 2022 


GF Reserve-Start $22,450 


Revenue & 
Transfers 219,707 
Expenditures 234,366, 
Surplus/Deficit -14,659 


GF Reserve-End 


7,791 


Public School 


Reserve 
Start 7,290 
End 9,514 


Surplus/Deficit 


Safety Net Reserve 
Start 900 
End 900 
Surplus/Deficit 


BSA (rainy day) 
Start 20,320 
End 23,288 
Surplus/Deficit 


Total Reserves 
Start 50,960 
End 41,493 
Surplus/Deficit 


GF = General Fund 


Source: California Dept. of Finance. Data available at https://www.ebudget.ca.gov/2022- 
23/pdf/Enacted/BudgetSummary/SummaryCharts.pdf, 


Table 2: Gubernatorial Recall Election Results (Sept. 14, 2021) 


ZEmZELIEIZATTLEIEER—L——R—M———M—————————————————Il SSS SSS SSS SS SSS 
Total voting in recall election 12.9 million 
Should Gavin Newsom be recalled? 

Total voting on recall question 100.0% 12.8 million 
Yes 38.1% 

No 61.9% 


If Newsom is recalled, which candidate should replace him? | 


Total voting on candidate question _ 100.0% 7.4 million 
Radio host Larry Elder (R) 48.48 

YouTube influencer Kevin Paffrath (D) ^ 9.6% 

Former San Diego mayor Kevin Faulconer (R) 8.08 

Cosmetic surgeon Brandon Ross (D) 5i38* 

Former candidate for governor John Cox (R) 4.1% 

State Assemblyman Kevin Kiley (R) 3.5% 

Celebrity Caitlyn Jenner (R) 1,28 

Board of Equalization member Ted Gaines (R) 0,757 

Former congressional representative Doug oke (R) 0, 4%%* 
——————————————— 


| 
*Campaign largely consisted of a website. 


| | 
**Dropped out of the race after heart attack and endorsed Kiley. | 


. i | , i 
Source of voting data: California Secretary of State, Statement of Vote. Available at 
https://elections.cdn.sos.ca.gov/sov/2021-recall/sov/complete-sov.pdf. 
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Table 3: LAO Workload Projections and Gowemer’s Initial Budget for 2022-23 


LAO Govemor 
2022-23 2022-23 
$ millions Nov. 2021 Jan. 2022 


GF Reserve-Start $29,195 $23,650 
Revenue & Transfers 202,288 195,719 
Expenditures 197,059 213,127 
Surplus/Deficit 5,229 -17,408 


GF Reserve-End $ 34,424 6,242 


Public School Reserve 
Start 6,663 


End ' 9,725 
Surplus/Deficit 3,062 


Safety Net Reserve 
Start 

End 
Surplus/Deficit 


BSA (rainy day) 
Start 

End 
Surplus/Deficit 


Total Reserves 
Start 

End 
Surplus/Deficit 


Total Reserves Excluding 

Public School Reserve 

Start 46,920 
End 56,241 
Surplus/Deficit 9,321 


LAO = Legislative Analyst's Office; na = not available; LAO does not project the Public School Reserve. 
Source: Department of Finance: https://www.ebudget.ca.gov/2022-23/pdf/BudgetSummary/SummaryCharts. pdf; 
LAO: https://lao.ca.gov/reports/2021/4472/fiscal-outlook-111721.pdf 
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Table 4: Governor’s and Legislature’s Budget Projections 


$ millions 
GF Reserve-Start 


Revenue & Transfers 
Expenditures 
Surplus/Deficit 


GF Reserve-End 


Public School Reserve 
Start 

End 

Surplus/Deficit 


Safety Net Reserve 
Start 

End 
Surplus/Deficit 


BSA (rainy day) 
Start 

End 
Surplus/Deficit 


Total Reserves 
Start 

End 
Surplus/Deficit 


Reserves/Expenditures 


Governor Governor 
2021-22 2022-23 
July 2022 Jan. 2022 


38,334 23,650 


227,061 195,719 
242,944 213,127 
-15,883 -17,408 


22,450 6,242 


14,287 
20,320 
6,033 


50,516 
37,735 
-12,781 


17.7% 


| Governor 


| 2022-23 
iMay 2022 


15,425 
219,632 


' 227,363 
-7,731 


7,694 


18.296 


Legislatu re 
| 2022-23 
June 2022 


20,200 


222,700 
235,500 
-12,800 


7,400 


7,293 
9,519 
2,226 


20,325 
23,300 
2,975 


48,718 
41,719 
-6,999 


17.7% | 


Governor 
2022-23 
July 2022 
22,450 
219,707 
234,366 
-14,659 


7,791 


17.796 


Source: Department of Finance: https://www.ebudget.ca.gov/budget/2022-23/#/BudgetSummary; 
https://www.ebudget.ca.gov/budget/2022-23MR/#/BudgetSummary; 


https://www.ebudget.ca.gov/budget/2022-23EN/#/BudgetSummary. Also 


https://sbud.senate.ca.gov/sites/sbud.senate.ca.gov/files/Le islative%20Version%20Summary%20Final. 


pdf. 
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Table 5: General Fund Revenue for 2022-23 as Projected by Governor 
During Calendar 2022 


$ Millions January May July 


Fiscal Year 2022-23 2022-23 2022-23 


Personal Income 130,269 137,454 137,506 


Sales 32,208 33,991 33,992 
Corporation 23,732 38,464 88,464 
Total Revenue 195,719 219,632 219,707 


Note: Expenditures 213, 127 227,363 234,366 


Fiscal Year 2021-22 2021-22 2021-22 


Personal Income 120,873 136,397 136,497 
Sales 30,866 32,750 32,750 
Corporation 32,863 46,395 46,395 
Total Revenue 196,669 226,956 227,061 


Note: Expenditures 210,030 249,229 242,944 


Source: See Table 4. 


Table 6: Opinion of Registered Voters on Most Important issues: 2010 and 2022 


Coronavirus (COVID) 
Race relations | 
Traffic. 

| 


Field Poll* Berkeley-IGS Poll** 
Mar. 23, 2010 | Apr. 14, 2022 

| | | 
Jobs & economy 69$ | Housing Affordability 
State budget deficit 68 | Homelessness | 
Education 60 | Crime & public safety 
Health care ^ 51 | Gas prices j 
Taxes 47 | Climate Change/Environment 
Illegal immigration 37 | Taxes 
Water 36 | Jobs & economy 
Gas prices & energy 29 | Education & schools 
Crime & prisons 28 | Immigration 
Environment Protection 26 | Income; inequality 
Reform constitution 25 | Wildfires 
Global warming 23 "| Health, care 

| 

| 

| 

| 


*Most important in gubernatorial election of 2010. Poll available at | 


https://web.archive. org/web/20111012205330/http: field.com/fieldpollonline/subscribers/RIs2334. pdf. 


| F i 
**Which one or two issues are most important for state to address (out of 15 given issues)? Poll 


available at https://escholarship.org/uc/item/7sn293xs. 
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Table 7: Ballot Measures for November 2022 

| 
Proposition 1: Reproductive (Abortion) Rights - Constitutional Amendment placed on ballot by the 
legislature. 


Proposition 26: AUTHORIZES NEW TYPES OF GAMBLING. INITIATIVE CONSTITUTIONAL AND 
STATUTORY AMENDMENT. Allows federally recognized Native American tribes to operate roulette, dice 


games, and sports wagering on tribal lands, subject to compacts negotiated by the Governor and ratified 
by the Legislature. 


Proposition 27: ALLOWS ONLINE AND MOBILE SPORTS WAGERING. INITIATIVE CONSTITUTIONAL 
AMENDMENT AND STATUTE. Legalizes online and mobile sports wagering, which currently is 
prohibited, for persons 21 years and older. Such wagering may be offered only by federally recognized 
Indian tribes and eligible businesses that contract with them. Individuals placing bets must be in 
California and not located on Indian lands. Imposes 1096 tax on sports-wagering revenues and licensing 
fees. Directs tax and licensing revenues first to regulatory costs, then remainder to! 8596 to 


homelessness programs; 1596 to nonparticipating tribes. 


Proposition 28: PROVIDES ADDITIONAL FUNDING FOR ARTS AND MUSIC EDUCATION IN PUBLIC 
SCHOOLS, INITIATIVE STATUTE. Provides additional funding for arts and music education i in all K-12 
public schools (including charter schools) by annually allocating from state General Fund an amount 
equaling 1% of required state and local funding for public schools. Allocates greater proportion of the 
funds to schools serving more economically disadvantaged students. 


Proposition 29: REQUIRES ON-SITE LICENSED MEDICAL PROFESSIONAL AT KIDNEY DIALYSIS CLINICS 
AND ESTABLISHES OTHER STATE REQUIREMENTS. INITIATIVE STATUTE. Requires physician, nurse 
practitioner, or physician assistant, with'six months’ relevant experience, on site during treatment at 
outpatient kidney dialysis clinics; authorizes exemption for staffing shortage if qualified medical : 
professional is available through telehealth. | 


Proposition 30: PROVIDES FUNDING FOR PROGRAMS TO REDUCE GREENHOUSE GAS EMISSIONS BY 
INCREASING TAX ON PERSONAL INCOME OVER $2 MILLION. INITIATIVE STATUTE. Increases tax on 
personal income over $2 million by 1.75% for individuals and martied couples and allocates new tax 
revenues as follows: (1) 4596 for rebates and other incentives for zero-emission vehicle purchases and 
35% for charging stations for zero-emission vehicles, with at least half of this funding directed to:low- 
income households and communities; and (2) 2096 for wildfire prevention and suppression programs, 


with priority given to hiring and training firefighters. | 


Proposition 31: REFERENDUM CHALLENGING A 2020 LAW PROHIBITING RETAIL SALE OF CERTAIN 
FLAVORED TOBACCO PRODUCTS. | 


Source: Secretary of State at https://www.sos.ca.gov/el 


ections/ballot-measures/qualified-ballot- 


measures. 


Figure 1: l ya 


Unused Borrowable Resources: 2020-21 and 
Sbillions 


2021-22 | 
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Source: Monthly cash statements of the state controller. Available at 
https://sco.ca.gov/ard state, cash.html. 
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Figure 2: 
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Source: Monthly cash statements of the state controller. Availabl 


//{sco.ca.gov/ard state cash, html” 
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Figure 3: 


Unused Borrowable Resources 
as Percent of Cash Disbursements 
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Data as of the close of each fiscal year. 


| 
Source: June cash statements of the state controller for each físcal year shown; Available at 


https://sco.ca.gov/ard state cash.html. 
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Figure 4: 


Disbursements in 1997-98 Dollars 
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Note: Disbursement data deflated by California CPI-U for December of fiscal year. 


Source: June cash statements from state controller. Available at https://sco.ca.gov/ard state cash.html. 


California Department of Industrial Relations, https://www.dir.ca.gov/oprl/CPI/EntireCCPI.PDF. 


Figure 5: 


California Actual Voters: 2020 


Mixed race/other 
4% 


White non- 
Hispanic 
52% 


Note: The chart above is based on U.S. Bureau of the Census data on reported voting (as opposed to just 
registration) in the November 2020 presidential election. It was assumed that Hispanics who did not 


identify as White were Black. This approach may lead to understatement of the Black non-Hispanic vote 
and overstatement of the Asian vote. | | 


Source: Table 4b available at https://www.census.gov/data/tables/time-series/demo/voting-and- 


registration/p20-585.html. 
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Figure 6: 


New Daily COVID Cases: 7-Day Average 
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Source: California Open Data Portal. Data through July 28, 2022. Available at | 
| //data.ca. gov/dataset/covid-19-time-series-metrics-b -county-and-state/resource/1bf24cac-ad64- 
496e-8e4c-7f7b326f9e4a. The numbers shown are the 7-day average of daily increment to cumulative 


total case count. 
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Figure 7: 


Twelve-Month Inflation Rate: California CPI-U 
Percent 
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Note: The California CPI-U is a population-weighted average of the Consumer Price Index for All Urban 
Consumers for available regions in California and appears every other month with a lag. Available 


from the Department of Industrial Relations at https://www.dir.ca.gov/oprl/CPI/EntireCCPI.PDF. 
Inflation rate for June 2022 is author's estimate. 
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